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MODIFICATION OF NAVAL PETROLEUM CONTRACTS 


FRIDAY, AUGUST 15, 1958 


Unrrep States SENATE, 
SUBCOMMITTEE ON NATIONAL STOCKPILE AND 
Navat PerroLteuM RESERVES 


OF THE COMMITTEE ON ARMED SERVICES, 
Washington, D.C. 


The subcommittee met, pursuant to call, at 9:35 a. m., in room 212, 
Senate Office Building. 

Present: Senators Symington (chairman of the subcommittee) and 
Smith of Maine. 

Also present: T. Edward Braswell, of the committee staff. 

Senator Symineron. The meeting will come to order. 

The subcommittee is meeting today to consider S. 3605 which was 
cosponsored by Senator O’Mahoney and Senator Kuchel. 

(S. 3605 is as follows :) 


{S. 3605, 85th Cong., 2d sess.] 


A BILL To authorize the termination and modification of certain contracts requiring 
premium payments for Government oil from the naval petroleum reserves 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That (a) any refinery which is required on 
the date of enactment of this Act to pay a premium price for Government oil 
from the naval petroleum reserves under the terms of any contract entered 
into on or after April 10, 1957, pursuant to chapter 641 of title 10, United States 
Code, may at its option, elect either— 

(1) to terminate such contract as of the end of the calendar month fol- 
lowing the month in which notice of an election to terminate is given; or 

(2) to retain such contract with the modifications that (A) the price to be 
paid from the effective date of the contract shall be only the “market price”, 
as defined in the contract, and (B) any credit thereby resulting from pay- 
ments in excess of the “market price” shall be added to the account of the 
purchaser. 

(b) An election by a refinery to terminate or retain with modifications its 
contract, as provided in subsection (a), shall be made in writing,’ and filed with 
the Secretary of the Navy not later than after the date of enactment of 
this Act. 

(c) If any refinery shall elect under paragraph (2) of subsection (a) to 
retain its contract with modifications, the Secretary may elect to terminate the 
contract as so modified. Such termination shall take place at the end of the 
third calendar month following the month in which a written notice of an 
election to terminate has been given by the Secretary. 

(d) If any refinery shall elect under paragraph (1) of subsection (a) to 
terminate its contract, the Secretary shall credit the account of the refinery 
in an amount equal to the difference by which the total payments of the refinery 
under the contract exceed an amount equal to the number of barrels of oil 
delivered under the contract multiplied by the “market price’, as defined in 
the contract. ‘ 

(e) As used in this Act, the term “premium price” means, with respect to 
any contract covered by this Act, a contract price which is in excess of the 
“market price”, as defined in the contract. 
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Senator Symineton. This bill concerns three contracts, all entered 
into on April 10, 1957, between the United States and three oil com- 
panies, the Rothschild Oil Co., the Mohawk Petroleum Corp., and the 
Douglas Oil Co. These contracts were for the purchase of the Navy’s 
share of crude oil produced at Naval Petroleum Reserve No. 1, Elk 
Hills, Calif., and provided that in addition to the market or posted 
price, the a would pay a bonus for each barrel of oil over and 
above the market price. 

This premium averages 1214 cents per barrel for the Government. 

The contracts were for 5 years from the effective date, July 8, 1957, 
with the added proviso, however, that after 1 year of operation they 
could be terminated upon giving 180 days’ notice. The Chair under- 
stands that the companies have given notice and that the contracts will 
expire January 8, 1959. 

S. 3605 eat in effect, extend to the companies two options: (1) of 
terminating their contracts at the end of the calendar month following 
the month of such notice, or (2) retaining the contracts but requiring 
that the price paid for the oil be only the market price, with the effect 
that the bonus for each barrel would be excluded over the entire life 
of the original contracts. 

The Chair understands that the companies desire relief because of 
the fact that since the original contracts were entered into, the price 
of oil and petroleum products has dropped considerably on the west 
coast, due, among other things, to the opening of the Suez Canal and 
the increased importation of foreign crude products. 

In the report from the executive branch on this bill, the Navy stated 
that it expressed no position on the passage of the bill provided it 
were amended in such a manner that the Navy would not be required 
to take the oil prior to the expiration of the contract in January 1959. 

At the same time, the report stated that the Bureau of the Budget is 
strongly opposed on the grounds that the bill would relieve Govern- 
ment contractors of the obligation to perform Government contracts 
solely because of the change in economic conditions. 

Senator O’Mahoney, no doubt, will be here, but we moved this meet- 
ing up because of another hearing that I have to go to this morning. 
Since the Senator has not yet arrived, Mr. Goggin, do you want to 
testify at this time ? 

Mr. Gocetn. I do, sir. 

Senator Symineton. Before you do, very briefly, as I see the pic- 
ture, what the staff memorandum says is that you have an obligation 
to pay a premium for oil, but that after 1 year you can terminate after 
giving notice of 180 days. As the bill provides you would like to 
have an option of either terminating it or buying it at the market price 
without paying the premium; is that roughly right ? 


STATEMENT OF GEORGE T. GOGGIN, EXECUTIVE VICE PRESIDENT. 
DOUGLAS OIL CO. 


Mr. Gocein. Sir, in reviewing the report from the Navy, I recognize 
the equities of the matter with 





Senator Symineron. Do you have a prepared statement ? 
Mr. Gocatn. Yes; I have, sir. 
Senator Symineton. Would you like to read it? 
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Mr. Gocatn. I have presented it to you and I will be very happy to. 

Senator Symincron. Whatever would be your wish. 

Mr. Gocatn. So far as the statement is concerned, we have made ap- 
plication for this relief on the premise that it comes within the princi- 
ples of equity in that the relief in eliminating the bonus is not only 
just and fair but it is reasonable, and, also, that it does follow a con- 

ressional legislative precedent that has heretofore been enacted by 
Congress in 1949. 

The same situation that we are faced with so far as the exact facts 
are concerned occurred in 1949 in the midcontinent, and in that par- 
ticular instance the Department of the Interior acquiesced in a bill 
identical to the bill that has been presented to you now where a situa- 
tion occurred where crude oil was extremely short. The independ- 
ents who did not have sources of their own 

Senator Symrneron. Is crude oil short now? 

Mr. Gogarn. Not now, sir. 

Senator Symrneron. Then why wouldn’t you just notify the Navy 
of termination and buy the oil somewhere else at the market price? 

Mr. Goaain. Under the terms of the contract, as you have read it, 
the provision is that the contract has to exist for a period of 1 year 
before notice can be given, and that requires a cancellation 180 days 
after the notice. 

Senator Symineton. How long has the contract been in force? 

Mr. Gocetn. The contract has been in force a little over a year and 
we did give notice on July 7 or 8, I think it was, and the contract will 
then, by this notice, terminate on January 4, that being 180 days rather 
than a 6-month period. 

Senator Symineron. So what you would like to do would be not to 
buy oil until January 4 from the Government unless you could buy it 
at a lesser price; is that right ? 

Mr. Gocern. Sir, we would like, primarily, to do this. We would 
like that if it would be feasible. Now, the Navy has objected to that 
upon the point that they do not have sufficient time in which to rene- 
gotiate or readvertise and enter into another contract with some other 
purchaser. 

After we did give the notice, sir, the Navy advertised the crude for 
sale, and all refiners were notified of the sale which was held on 
July 30. 

At the time of the hearing, there were no bids. The bids for the 
crude were at market or better, but the major oil companies and the 
independents did not offer any bid even at market. Therefore, the 
Navy was able to get a new purchaser at this particular offer. Now, 
I understand that they are trying to negotiate or will advertise for 
sale of the production on an exchange basis for products. 

We would be willing to “sweat” the period out of taking the oil until 
the end of our contract, which would be in January, provided, however, 
that the same relief is given to us as was given to other independents 
by Congress back in 1949, which would be the elimination of the bonus. 

tbe small independent refiner in California, there are only 17 
toda 

Senbte Symineron. Are you asmall independent refiner ? 

Mr. Gocarn. Yes, sir, and we qualify under the small-business defini- 
tion. 
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Senator Symineron. What was the dollar value of your shipments 
last year ? 

Mr. Goaern. We are in the refining business, and we purchase our 
crude and we refine it and then we sell the products either to the 
Government—— 

Senator Symineton. I understand that. What did you ship last 

ear 
. Mr. Gogarn. The total sales I think ran in the neighborhood of $28 
million. 

Senator Symineron. All Senator Smith and I are trying to do is get 
some facts. 

Mr. Gocarn. Since December of this year and prior thereto we have 
been taking substantial losses. As a matter of fact, during the past 7 
months Sokore lost in excess of $900,000. 

Senator Symineton. How much have you paid the Navy at 121% 
cents premium ? 

Mr. Gocern. We paid the market price, which is fixed by the major 
oil companies of say an average of $2.92 a barrel plus the 1214 cents. 

Senator Symineton. And how much has that amounted to in the 
period of your loss ? 

Mr. Gogetn. The bonus? 

Senator Symineton. Yes. 

Mr. Goeern, The bonus runs about $30,000. This is Douglas, per 
month, and over a period of the term of the contract—— 

Senator Symineron. What was the period during which you have 
had a loss ? 

Mr. Gocern. We have had a loss constantly since I would say August 
or October. 

Senator Symrneron. So you have been running at a loss for about 
a year, is that right ? 

Mr. Goeern. Yes, sir. 

Senator Symineron. And that would be $360,000 for 12 months 
bag is the amount you paid the Government in royalties, is that 
right ? 

{r.Gocern. At $30,000 a month. 

Senator Symineton. Right. 

Mr. Goearn. That is right. 

Senator Symrneron. And how much was your total loss, $900,000, 
you say ? 

Mr. Gocarn. Over $900,000; yes, sir. 

Senator Symrineton. So you would have about 40 percent of the 
loss as expressed in the bonus or premium; is that right ? 

Mr. Gocern. Approximately, sir. 

Now the way this is handled is that in taking the oil, which amounts 
to about 7,200 barrels a day, Standard Oil picks it up on an exchange 
basis, and in handling it, the charge to us is another 10 cents on top of 
the 1214 cents plus the market price that we pay for it. 

Senator Symineron. But you would have a handling charge in any 
case, wouldn’t you? 

Mr. Goeern. If we took the Elk Hills crude and we anticipated 
that originally when we entered into the contract when oil was so 
tight. Now then, in handling the Elk Hills crude based upon the 
decline in the market price of products we are losing in excess of 
$2,100 a day which is approximatly $64,000 a month. 
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Senator Symineton. How did you get yourself in this bind? What 
was the idea behind your decision ? 

Mr. Gogarn. The idea is this: All of California crude, 94 percent 
of it—this is what the Department of Justice has alleged in its com- 
plaint against the seven major oil companies in this monopoly and 
antitrust action that they have filed in California—that 94 percent of 
all California production is owned and controlled by the majors. The 
independents have therefore about 5 percent that they either own— 
and that is about 3 percent that they contract for 

Senator Symrneron. Where is the other 1 percent? Ninety-four 
percent is owned by the majors. 

Mr. Gocern. Well, 6 percent, let’s say. 

Senator Symrneton. Six percent. 

Mr. Gogern. Yes. 

Now, then, the independents have a total refining capacity of ap- 
proximately 150,000 barrels, and the 6 percent amounts to around 
55,000 which leaves us short apoiredtdiisitely 100,000 barrels. 

Now previously we would have to enter into contracts with the 
majors at their own fixed posted prices for the crude, and it is either 
on a day-to-day or a month-to-month basis. 

In other words, we have no long-term contracts. Therefore, when 
crude gets tight in California then we are shut off, and that is what 
happened at the time of the Suez crisis. It became very tight and 
we had no oil so we sought out this Navy crude which was going to 
be available and we appealed to them to set it up in a form that we 
could bid for it, and it was our understanding—now Standard had 
purchased this oil ever since I think they entered into the original 
contract when the wells were developed at market price, and we un- 
derstood that historically a major never bid over his own posted price 
because his posted price is a price that he publishes and schedules 
to say, “This is what I will pay for this oil.” 

Senator Symrneron. Is all this in your statement ? 

Mr. Goaein. No, not all of this, sir. This is the background. You 
asked me a question. 

Senator Symrneron. That is right. 

Mr. Gocern. And I think I am answering it. Now what has actu- 
ally happened then, we expected to pay a fraction of a cent bonus as 
has previously been paid by its independents for oil of this character, 
and we in good faith bid for the oil. I think our bid was about eight- 
tenths of 1 cent bonus. So when the matter came up for hearing, 
Standard Oil bid not only upon the four separate lots, but also bid 
on the entire quantity, and I objected to it Paani it put the inde- 
pendents at a disadvantage in bidding against Standard when they 
would use the weighted average. That is why you have—— 

Senator SyminetTon. Just what is it you would like to have us do? 

Mr. Gocern. I would like you, sir, under the precedent already set 
to eliminate the bonus retroactively so that the Navy and the Govern- 
ment will get the fair market price that has been fixed. 

Senator Symrneton. Retroactively to when ? 

Mr. Gocern. To the time of the contract. 

Senator Symineron. Which was what? 

Mr. Gocern. July 8. 

Senator Symineron. Of 1957? 
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Mr. Goeern. Of 1957, sir. 

Senator Symrineron. So that we would be making a rebate to the 
companies by legislation. 

r. GOGGIN. We would suggest, sir, as written into the act, that it 
be credited to our account as against the future delivery of oil. 

Senator Symineron. Senator Smith. 

Senator Smrru. I have no questions. 

Senator Symineron. Is that your position in effect ? 

Mr. Goaarn. Yes, sir; that is shee we seek, and we concede the 
point that the Navy has made where they said that they had taken no 
position with respect to this particular bill except the amendment on 
the time, and we have no objections to that. 

(The statement in full of Mr. Goggin is as follows :) 


STATEMENT OF GEORGE T. GOGGIN, EXECUTIVE VICE PRESIDENT, DoUGLAS 
Or COMPANY OF CALIFORNIA, Los ANGELES, CALIF. 


Members of the Committee on Armed Services, the relief that we are seeking 
by the enactment of Senate bill 3605 is based not only on the sound application 
of the principles of equity in that it is fair, just, and reasonable, but also upon 
congressional legislative precedent. 

In the case of Senate bill 1647 of the 8lst Congress (30 U. 8S. C. 192 (a)) 
Senator Kerr, in support of that legislation, pointed out facts that are identi- 
cally similar to our instant situation, to wit: 

“* * * crude oil was in such short supply that small refiners without sources 
of their own were finding it impossible to find sufficient crude in the open market 
with which to carry on their business. Prices were high and the country was 
threatened with a shortage of petroleum products. * * * Premiums offered by 
successful buyers varied from 1 cent above the posted (market) prices to 15%. 
* * * In the latter part of 1948 conditions in the oil industry began to change 
drastically. * * * The amount of crude produced and imported exceeded demand 
and by the beginning of 1949 prices of many refined products had fallen sub- 
stantially, in some instances as much as 50 percent. 

“* * * Many of the small refiners found that the premiums were causing 
them to lose money at a ruinous rate. Several have adduced proof that they 
will be forced out of business unless they get relief. Thus the law that was 
passed to encourage small business (30 U.S. C., sees. 181-192, providing that small 
independent refiners should have preference in the purchase of Government 
royalty oil) now as a result of its former administration and of radically changed 
market conditions is imposing a penalty on the very businessmen it was designed 
to help. Under present circumstances it is threatening to drive them out of 
business. The Congress intended it to be a boon; it has become an excessive 
burden. * * * When the premium contracts were entered into oil was scarce 
and worth the amount of the bid by the refinery contracting for it. But today, 
and for some months past, supplies have been so abundant that producers have 
had difficulty in disposing of current production at posted prices. Many re- 
fineries have been operating at a loss even at those prices without the burden 
of absorbing a premium as well.” 

This report of Senator Kerr’s paraphrases our unfortunate predicament. It 
will be noted that in the report to the chairman of this committee from the 
Under Secretary of the Navy, dated July 26, 1958, that he to a large extent 
concurs in the similarity of the situations, stating: 

“The type of relief proposed in S. 3605 is similar to that provided by a 1949 
act of Congress and granted to certain independent refineries purchasing oil 
accruing to the Government from leases made by the Department of Interior 
under the Mineral Leasing Act (30 U. 8. C. 181, et seq.). Under that law, enacted 
in September of 1949 (30 U. S. C. 192a), certain independent purchasers of 
Government royalty oil at premium prices were relieved of their obligations for 
the premiums involved as a result of a situation similar to the present condition 
of oversupply of petroleum on the west coast. 

The Under Secretary further states that “‘* * * The Department of the Navy, 
in behalf of the Department of Defense, having set forth for consideration all 
factors deemed relevant to the exercise by the Congress of its discretion, ex- 
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presses no position as to passage of the bill if amended to meet the administrative 
problem pointed out.” 

Douglas Oil Company of California, having given notice of termination as 
provided in article XV of the contract under its present terms, has no objection 
to the amendment or modification of S. 3605 as suggested by the Under Secretary 
of the Navy, provided, however, that it is no wise will prejudice the running 
of time on the present notice. 

Briefly, our basic points are as follows: 

1. In 1956 crude oil in California was in extreme short supply and small 
refiners without production and sources of their own (94 percent of all California 
domestic crude is owned and controlled by the California integrated major 
oil companies) found it impossible to obtain sufficient crude in the open market 
to meet their requirements, which situation was aggravated, intensified and 
increased by the closing of the Suez Canal and the IPC pipeline, which effected 
the normal movement of 2 million barrels of oil per day. 

Historically, in California the independent refiner has had considerable diffi- 
culty in surviving the economic hazards of the refining business. In 1940 there 
were in existence in California 46 independent refining companies. The toll, 
however, during the intervening years has been such that of these original com- 
panies only 17 remain. We have been told on various occasions that the Govern- 
ment considers our existence as small business a defense necessity. This necessity 
has been illustrated in the past during World War II and the Korean conflict 
where our operations were sufficiently flexible to adjust to the military request 
for large quantities of jet specialized fuels. In these periods we were the 
substantial suppliers of this vitally necessary fuel. So, we conclude that there 
is some basis for the Government’s expressed desire for our continued existence. 

The report from the Small Buiness Committee of the Senate of the 82d Congress 
stated the following : 

“Your committee was keenly aware of the threat to small business implicit in 
the current conflict. The lessons of World War II have not been forgotten. It 
was remembered that 16 percent of America’s small business failed during the 
2 years following Pearl Harbor. Their loss to the economy in that great struggle 
could not be reckoned in dollars and cents. But the magnificent record of pro- 
duction established by other small concerns in World War II made it clear to 
all that America needed the ingenuity and the flexibility, the resourcefulness 
and the know-how, of its small manufacturing plants. It was clear that in time 
of crisis America could ill afford the loss of any part of this great reserve of 
productive capacity.” 

2. Posted prices for crude oil established by the 4 major California oil com- 
panies were upgraded by approximately 25 percent during this chaotic period. 
The postings for Elk Hills crude under our present contract with the Navy 
appears as follows: 
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8. In February of 1957, in order to obtain the Government’s production of 
Elk Hills low-gravity crude, the independent refiners were required to meet not 
only the posted prices of the major oil companies, but were required to compete 
in an unfair and irregular auction with one of the majors on a brutal, dis- 
advantageous basis that resulted in the required payment of excessive, ex- 
orbitant, and oppressive premiums, as follows: 

Rothschild Oil Co. on lots 1 and 2 (25 percent of the production) : 14-cent 
premium per barrel over market. 

Mohawk Petroleum Co. on lot 3 (25 percent of the production) : 10-cent 
premium per barrel over market. 

Douglas Oil Co. on lot 4 (50 percent of the production) : 12.25-cent 
premium per barrel over market. 

Incidentally, at this point it is interesting to observe that the Navy, in its 
recent invitation of July 30, 1958, to bid on the production that we are now com- 
pelled to take, corrected the irregular, unfair, and inequitable provision that we 
so strenuously but vainly objected to in our plea for relief. It also should be 
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noted that the Navy was unsuccessful in obtaining any bid whatsoever (even at 
market) from either the majors or independents. 

4. In August of 1957 conditions in the oil industry in California began to 
change drastically with considerable imports of crude from the Middle East (by 
reason of resolying the Suez situation), from South America, and from the Far 
East. These imports became gigantic when California became the “dumping 
ground” for major importing producers primarily by reason of the exemption 
of district V from the restrictions of importation into the United States as 
established on July 1, 1957, by the President’s Cabinet Committee on Voluntary 
Oil Imports. Thus, the amount produced and imported far exceeded the de- 
mand. This resulted in the unprecedented filling of practically all available 
storage in California for crude and products (in excess of 145 million barrels). 
This caused the cancellation of many domestic crude contracts for low-gravity 
crudes, resulting in the curtailment of production and distress sales of this 
crude from 30 cents to 60 cents or more than the posted prices. It also made 
available deliveries of imported crudes at prices ranging from 35 cents to 75 
cents per barrel under the California market. 

Thus the prices for refined products decreased substantially. We submit the 
following as an illustration thereof. 
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5. As a result of this untenable situation, Douglas Oil Co. defaulted in its 
contract with the Navy, which resulted in the accumulation of approximately 
330,000 barrels of crude that is still stored in facilities adjacent to the Elk 
Hills production costing us $2,500 per month. In order to cure this default 
it was necessary to pay the Navy the sum of approximately $1 million, which 
we obtained from an independent oil producer thorugh a security transaction. 
Douglas Oil during this period sought a modification of its contract with the 
Navy as provided under title II of the First War Powers Act. This, however, 
was denied by the Secretary on the ground “* * * that a finding could not be 
made * * * that such action would facilitate the national defense.” However, 
the Senate Small Business Committee of the 82d Congress in its Report No. 1459 
stated that the Department of Defense in applying the standard specified should 
approach the problem realistically and made the following observation in con- 
nection therewith— 

“In the light of the legislative history of the law it should not be difficult 
to recognize the cases wherein the granting of relief will ‘facilitate the national 
defense.’ Certainly a company that has had a long record of successful defense 
production should qualify for relief. Where such a company has suffered ex- 
treme financial hardship due to rising costs and other factors beyond its control 
and not within its contemplation at the time it bid on a fixed-price contract, 
it should be entitled to relief, even though that company may no now be essen- 
tial to the national defense. Keeping that company in business and ready to 
supply the military in the event of all-out war will certainly facilitate the 
national defense. It would certainly not facilitate the national defense to 
spread among small or large business the impression that the Government will 
deal with them, if conditions change, in something less than an equitable 
manner.” 

The Navy, however, took the position and stated that the relief that was 
requested “* * * could only be obtained by the enactment of special legisla- 
tion similar to section 182 (a)-—192 (c) of title 30, United States Code, which 
would be applicable to the present contracts for the purchase of crude oil 
produced from the Shallow Oil Zone of Naval Petroleum Reserve No. I.” 

During the period, however, from December 1957 through June of 1958, a 
period of only 7 months, Douglas Oil Co. in its refining and marketing operations 
lost the sum of $969,078.74. 
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6. The purchase of Douglas’ portion of the Elk Hills crude production, amount- 
ing to approximately 7,200 barerls a day, with the excessive premiums, is causing 
losses at a ruinous rate, to wit: 


Average daily cost of Elk Hills crude refined and marketed____-~_- $26, 297 
Average daily realization of gross sales of products________----~~- 24, 172 
Average net loss per day from Elk Hills production_____-----_--~-~-- 2, 125 
Average net loss for 1 month from Elk Hills production__-~._~~~~- 63, 750 
Average net loss for 18 months from Elks Hills production__----~-~_-~ 1, 147, 500 


By reason of the foregoing we respectfully urge the immediate enactment of 
Senate bill No. 3605, believing that the relief sought therein comes not only 
within the essence of the intent and the declared policy of the Congress “that 
the Government should aid, counsel, assist, and protect insofar as possible the 
interests of small-business concerns in order to preserve free competitive en- 
terprise * * * and to maintain and strengthen the overall economy of the 
Nation”—but also comes within the exact framework of previous congressional 
legislative action. 


Senator Symineron. Neither Senator Kuchel nor Senator 
O’Mahoney has arrived. 

We have heard Mr. Goggin’s presentation. 

Captain Miller, have you a prepared statement ? 

Captain Miuier. No, sir. 

Senator Symineton. Would you respond to some quest:ons? 

Captain Mitier. Yes, sir. 

Senator Syminctron. Would you give us the factual background 
on the contracts themselves? In other words, were they the result 
of competitive bidding, and what is the size of these contracts in terms 
of the total oil and money involved ¢ 


STATEMENT OF CAPT. A. S. MILLER, DIRECTOR OF NAVAL PETRO- 
LEUM AND OIL SHALE RESERVES, ACCOMPANIED BY CAPT. C. T. 
YOUNGBLOOD, DEPUTY DIRECTOR AND COUNSEL 


Captain Mirier. I have a rather lengthy background statement, 
sir, which I will read if you so desire, or we can just insert it in the 
record. 

Senator SyMINGToN. We can put it in the record. 

As you know, these are the last days of the session. However, we 
do want to get the facts. So, if you could summarize this and then 
put it in the record 

Captain Miter. First off, I would like to clarify the position of 
the Secretary of the Navy in taking no position in the comments on 
the bill. The Secretary of the Navy considers himself a trustee of 
the Congress, and if the Congress decides to take some action regard- 
ing these reserves, that is up to the discretion of Congress. He did 
point out in his comments all of the deficiencies in the bill, and that 
is as far as he went. However, as you know, the Bureau of the 
Budget took a position of strong opposition to the bill. 

Senator Symrncron. Are you saying in effect that the Secretary 
of the Navy, if asked by the Congress what his position actually is, 
would say that he agrees with the Bureau of the Budget ? 

Captain Mitirr. I do not wish to speak for the Secretary, but I 
believe he would take that position ; yes, sir. 

Senator Symrineton. That would be your opinion ? 

Captain Mrtter. My opinion; yes, sir. 

Senator Symrneton. Thank you. 
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Captain Miter. Now so far as the background information, and 
I will brief this piece of paper, when we were making preparations 
for this sale, Mr. Goggin came in and wanted to be sure that we made 
it so that the independents could bid. That we did by dividing it 
up into 4 lots, 10 percent, 15 percent, 25 percent, and 50 percent. 

at enabled the smaller refiners to take the amount because our 
share of production at Elk Hills today is amounting to about 14,000 
barrels per day. When the sale was held, all of the independents 
bid and also Standard Oil of California bid. 

The result of the bidding came into a tie. It was 12% cents a 
barrel. Therefore, the Navy was faced with making a decision as 
to whom to award the bid. We received a letter from Senator 
O’Mahoney stating that it should be given to the small-business inde- 
pendent refiners. 

Senator Symineron. When was that ? 

Captain Miter. I do not have the date. 

Senator Symrneron. Roughly. 

Captain Miuirr. I think it was August. I will have to check. 

Senator Symineron. Of last year? 

Captain Miuzer. The sale was held on February 5, so it was along 
in March, probably. 

Senator Symrineton. Of 1958? 

Captain Mriier. Of 1957. 

Senator Symineton. Of 1957? 

Captain Miuiuer. Yes, sir. 

Senator Symineron. It could not have been August then ? 

Captain Minier. No, sir; I was mistaken. 

Senator Symineron. Right, because as I remember it the contract 
was entered into July 8, 1957. 

Captain Miiter. It was effective that date. 

It was signed by the contractors on April 10. 

Senator Symrneton. Please, proceed. 

Captain Mirirr. In addition to that, we received a communication 
from the head of the Antitrust Division in the Attorney General’s 
Office. He also stated we should give it to the independents or the 
small-business man rather than a major. Because of that we made the 
award to the independents. The contract went into effect July 8. 
In November the enghie Oil Co. informed us that they no longer 
could accept the oil, in effect defaulting on their contract. 

Senator Symrneron. November 1957? 

Captain Miner. 1957, yes, sir, November 21. 

That threw us into a rather embarrassing position as to what to do 
with the 14,000 or.in this case 7,000 barrels a day—he had the 50- 
percent contract—because we have to continue to produce the oil from 
that Elk Hills shallow zone in order to protect and conserve the 
reservoir. Otherwise, we might damage it, in which case we might 
be subject to litigation by the other member of the contract, the unit 
plant contract, Standard Oil of California. So we ran the oil to 
storage. 

The Douglas Oil Co. corrected the default as of January 1 and 
paid for all of the oil that was then in storage, amounting to some 
332,000 barrels. 

That oil is still in storage at Elk Hills. 
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Since that time the Douglas Oil Co. has lived up to the terms of 
the contract. 

That is briefly what the situation is. 

Senator Symineton. What is your personal opinion, eee as 
to whether the bill is desirable as a matter of policy for the naval 
petroleum reserves ? 

Captain Mitier. Personally, sir, in my own opinion, it is not. 
I strongly oppose the bill, for many reasons. It would establish a 
dangerous precedent for any sales held at Elk Hills. Any bidder 
could bid with impunity any amount in the future. If this bill 
becomes law, he could obtain relief under this precedent. That is one 
of my strongest reasons. Another reason, these companies entered 
into this thing of their own volition. They were not pressured in any 

yay and there was no need for them to bid as high as they did. In my 
estimation it was just poor business judgment, “but they expected the 
situation to continue longer than it did in Suez. 

Senator Symineton. What would be the cost to the Government 
if this bill were enacted ? 

Captain Mirier. If the contract goes the full 18 months, it will 
amount to in the neighborhood of $850,000 rebate to these companies. 

Senator Symrneron. The statute passed in 1949 is cited as a prece- 
dent for the enactment of this bill. Do you think the 1949 act is a 
precedent for this legislation ? 

Captain Minter. No, sir, and I can read something on that if I 
may. 

Senator Symrneron. How long? 

Captain Minter. Just about one-half page, sir. 

Senator SymrneTon. Fine. 

Captain Mrruier. The bill S. 3605 is modeled upon the act of Sep- 
tember 1, 1949, but the situations involved are similar only to a limited 
degree. 

According to House report in the 81st Congress, the 1949 statute 
affected 16 refiners which had procured contracts involving payment 
of bonuses over market price to purchase oil accruing to the Govern- 
ment from leases made by the Department of the Interior under the 
Mineral Leasing Act. 

These refineries came within the purview of the 1946 amendment to 
the Mineral Leasing Act, which provided that small independent 
refineries without source of sufficient supplies of crude should have 
preference in the purchase of Government royalty oil. 

The United States at that time was threatened with a petroleum 
shortage and obviously it was to the interests of the country to main- 
tain the use of independent refinery facilities. 

By 1949 the prices of refined petroleum products had fallen very 
considerably and many of the small refineries were losing money at a 
ruinous rate because of the bonus provisions of their contracts, which 

ran for periods of 3 years. 

Several adduced proof that they would be forced out of business, 
according to the House report. Congress had intended the 1946 pre f. 
erence provision to be a boon to small business whereas it had resvited 
in a burden and the 1949 relief followed. 

In the present situation there was no legislation or other special 
inducement by which it might be suggested ‘that the Federal Govern- 
ment even ties the three companies into their contracts. The contracts 
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were sought by them with the Government in approximately the same 
manner as they might have been sought by them with a private party. 

There is no information that these companies are suffering losses 
except the profits which they might have additionally received by 
refining foreign oil instead of the Government oil. A tremendous 
difference also exists in the position in which the United States would 
find itself upon the cancellation of present contracts from that which 
existed in the 1949 situation. 

The oil developed under the Mineral Leasing Act of crude to the 
United States through the exercise by the Secretary of the Interior 
of an option 

Senator SymineTon. Excuse me, Captain. Senator O’Mahoney, we 
welcome you this morning, sir. 

Let the record show that the Senator entered the room at this time. 
This is Mr. Goggin, Captain Miller, and Captain Youngblood. 

Senator O’Manoney. How do you do, 

Perhaps I had better not sit. I have only four committee meetings 
this morning so I am sure you will sympathize with me. 

Senator Symincton. Would you like to make a statement at. this 
time, Senator? 

Senator O’Maunonry. Perhaps the captain would be willing to let 
me intervene? 

Captain Miter. By all means, sir. 

Senator O’Manoney. I not only have four committee meetings but 
I have a delegation of Wyoming citizens who are going to testify 
before another committee, so you see I am under a little pressure. 





STATEMENT OF HON. JOSEPH C. 0’MAHONEY, A UNITED STATES 
SENATOR FROM THE STATE OF WYOMING 


Senator O’Manoney. I want to say only very briefly, Mr. Chair- 
man, that with Senator Kuchel of California, I introduced the bill 
which is before you. It is patterned on legislation which I intro- 
duced in a previous session for the relief of refiners in Wyoming 
operating on public lands who were caught in a jam, so togspeak, 
and were required to pay an excessive price for Government oil 
through no fault of the Department of the Interior or of the appli- 
cants themselves. 

The situation as I see it in this case can be very simply stated. 
The California reserve belongs to the Nation. It was one of the 
reserves, the other one being the Salt Creek field in Wyoming, which 
was recovered by the United States after the scandal of the Teapot 
Dome and the Elk Hills reserve transactions had been revealed by 
a Senate committee. 

Senator Symrneton. Senator, don’t you want to sit down? We 
were both up pretty late in the Senate session last night. 
cae O’Manoney. If I stand, I can get out more quickly, I 
think. 

Now then, when the Navy advertised for the sale of its oil from 
Elk Hills, the announcement contained an invitation to small refiners 
to participate in the bidding. The setup was such that a small re- 
finer could easily believe that an opportunity was being granted and 
that when the bids, the sealed bids were received, the contracts would 
be awarded upon the basis of the sealed bids. 
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The beneficiaries of the proposed legislation answered this invita- 
tion, but after the bids were received, the Navy Department, thinking 
probably, and properly perhaps, of the receipts to the Government 
then called upon all of the bidders to file supplemental bids on a 
competitive basis. ‘The big companies thereupon boosted the bid, and 
in order to obtain the contracts for which they were the low bidders, 
these oil companies, these small oil refineries, had to offer, and did 
offer, to pay a premium of what was it? 

Mr. Gocarn. Ten to fourteen cents, averaging 121% cents. 

Senator O’Manoney. Of more than 121% cents per barrel. Im- 
mediately after that was done, of course there was the Suez interlude 
with changes. The whole situation was altered and now there is no 
market for oil at that price. 

Now I understand the Navy is taking the position, and I have no 
quarrel with this at all, that it is a matter of policy. The Navy does 
not want to give up the money and I cannot blame them, but at the 
same time, when we know that we must keep small business going in 
the United States, I think we have no recourse but to forgive these 
contractors that excess royalty and let them go on. 

Now I say that for this reason. We cannot forget in this crisis 
that the 2714 depletion allowance which is allowed on all producers 
of petroleum and natural gas applies not only to production from 
domestic fields within the boundaries of the United States, but 
applies also to foreign production. How many people in the United 
States, how many Members of Congress realize that the American 
companies operating in the Middle East receive a 2714-percent deple- 
tion allowance from the Government of the United States by which 
their taxes are reduced? The Department of the Treasury has certi- 
fied to the Congress that if the 2714-percent depletion allowance were 
cut to 15 percent, the revenue of the Treasury of the United States 
would be increased at least $200 million a year. 

Senator SymrneTon. Senator, if I may interrupt you just for a 
minute, just to be sure I understand what you have told the subcom- 
mittee, the Treasury of the United States, under the laws of the 
United States, allows a big company in say Saudi Arabia or Iran to 
deduct 2714 percent of its income, its profits 

Senator O’Manoney. Of its gross income. 

Senator Symrneton. Of its gross income off of its sales of oil from 
those foreign countries? 

Senator O’Manoney. That is right. 

Senator Symrneton. Prior to the consideration of the tax base, is 
that correct ? 

Senator O’Manoney. Absolutely. 

Senator Symineton. Thank you. 

Senator O’Manonry. And my point is that when we know that the 
giant corporations, oil and gas corporations, are receiving this benefit 
from the Government of the United States, we should not balk at 
granting relief to an independent refinery in the United States which 
operates nowhere else when the policy of the United States should be 
to stimulate small business. 

I think this is a significant fact that is not generally understood. 
I was thrilled by the speech that President Eisenhower made at the 
United Nations the other day. His declaration for self-determination 
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of the peoples of Arabia and the Arab nations was a redeclaration of 
sound basic American principle. But the day after he made that 
speech, yesterday, the dimatthes from London announced that the 
British Government is determined not to lose its oil concessions in 
Kuwait and Iraq and Iran. Sixty percent of all the oil that Great 
Britain receives comes from those areas. 

Now I do not blame the British for desiring that oil, but I do know 
that if we are going to promote a program of economic development 
in the Middle East, we will have to get over the hurdle of the ex- 
ploitation of the oil resources of the Middle East by foreign com- 
panies, including some American companies. 

Are there any other questions ? 

Senator Symrneron. Senator Smith. 

Senator Smirn. No; I have no questions. 

Senator O’Manoney. Thank you very much. 

Senator Symrnctron. Thank you very much, Senator. 

Senator O’Manoney. I am very much obliged to you, Captain, for 
allowing me to interrupt your presentation. Mr. Goggin, I leave you 
on your own. You are a good independent so I expect you to do the 
best you can. 

Mr. Gocern. Thank you, sir. 

Senator O’Manoney. Thank you very much, Mr. Chairman. 

Senator Symrneron. Thank you, Senator. 

Had you finished your statement about this particular point ? 


STATEMENT OF CAPT. A. S. MILLER, ACCOMPANIED BY CAPT. C. T. 
YOUNGBLOOD—Resumed 


Captain Mitier. Mr. Chairman, I would like to make two comments 
on Senator O’Mahoney’s talk. One is the method of conducting the 
bids Ever since we have had this operation at Elk Hills the Navy 
has requested sealed bids. Then we have an opening of the sealed 
bids and then the bidders may increase their bids if they so desire 
from the bid floor. 

Senator O’Manoney. May I interrupt you? 

There is one other thing I wished to say which I forgot to say and 
that was to present the excuses of Senator Kuchel. He is attending 
one of these other meetings that I must attend, too, the meeting of 
Senator Gore’s Committee on Public Roads. 

Senator Symineton. I hope that your constituents think as much 
of you as your colleagues. 

Senator O’Manonry. Oh, how nice. Be sure that is on the record, 
now. 

Senator Symineton. That goes for Senator Kuchel, too. 

Captain Mitter. I wanted to make it clear that the bid process 
was no surprise to the bidders because it was in the invitations to bid 
that all bidders could increase their bid from the floor, and that is 
what happened, and these independents bid up and up and the Stand- 
ard Oil Company of California would match the bid and that is what 
ye | ewe at the time. 

The other point, a minor point, is that the Navy does not get the 
money so it cannot return it. All money is deposited in miscellane- 
ous receipts of the Treasury. 
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I will proceed then with this statement. On the cancellation of any 
contract to purchase this oil, the Secretary, that is the Secretary 
of the Interior in the 1949 act could choose to have the ry aoe paid 
in cash or could utilize statutory authority to dispose of it by private 
sale, thereby avoiding storage or disposal problems. 

On the other vr. no such alternatives are available to the Sec- 
tary of the Navy in the event of the cancellation of the three contracts 
involved in S. 3605. 

Under the legislation pertaining to the operation of the naval pe- 
troleum reserves the Secretary would be required to issue a new invita- 
tion for bids, hold a public sale, consult with the Armed Services 
Committees of the Congress on the resulting contracts and obtain 
oo of the contracts from the Attorney General and of the Presi- 

ent. 

So that in essence is the difference between this situation and the 
act of 1949. 

Senator Symineton. My final question, Captain: 

Do you think the bidding procedures should be changed in any 
way which would avoid re refiners being caught by fluctuating 
prices of crude oil ? 

Captain Miter. No, sir; I do not believe that the bidding prices 
should be changed in any way because the present bid process is one 
which benefits the Government, and the Government should get the 
highest prices it can for the oil it sells. 

Senator Symrneton. Senator Smith, have you any questions? 

Senator SmirH. No; I have no questions. 

Senator Symrneton. Thank you, very much, Captain. Thank you, 
Mr. Goggin. 

(The statement in full of Captain Miller is as follows :) 


MEMORANDUM 
DECEMBER 24, 1957. 
Subject: General information relating to contract No. NOd-9240 between the 
United States of America and the Douglas Oil Company of California for the 
sale and purchase of 50 percent of the crude oil allocated to Navy from the 
Shallow Oil Zone of Naval Petroleum Reserve No. 1. 


I, BACKGROUND INFORMATION 


1. Naval Petroleum Reserve No. 1 was created by Executive order on Septem- 
ber 2, 1912. The lands within the reserve were withdrawn from the public do- 
main by this Executive order and were placed under the exclusive jurisdiction 
and control of the Secretary of the Navy. In the act of June 4, 1920 (34 U.S. C. 
524), the Congress placed all the reserve properties under the exclusive jurisdic- 
tion of the Secretary of the Navy and defined his powers with regard to the 
reserves. The basic concept which governs the administration of the reserves 
is that large amounts of oil should be retained in the ground in strategic loca- 
tions in a state of readiness for use by the militray during times of national 
emergency. In order to fulfill this mission, it was necessary for the Navy to 
take steps to insure that the oil within Naval Petroleum Reserve No. 1 would not 
be produced by private interests within the reserve. The Government owned 
approximately 80 percent of the lands within Naval Petroleum Reserve No. 1, but 
approximately 20 percent of the lands were owned by the Standard Oil Com- 
pany of California. The Government could have condemned the interests of 
Standard in the reserve, but, because of uncertainty as to the value of Stand- 
ard’s interest and the willingness of Standard to cooperate with Navy, it was 
decided that Navy and Standard should enter into a unit plan contract under 
which Standard would agree to place exclusive control over production of oil 
from the reserve in the Secretary of the Navy. Accordingly, in an amendment to 
the act of June 4, 1920, the Congress authorized the Secretary of the Navy to 
enter into cooperative or unit plans affecting Naval Petroleum Reserve No. 1. 
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2. Such an agreement was entered into between Navy and Standard on June 
19, 1944. This agreement is known as the unit plan contract (NOd-4219). On 
the same date, the Navy and Standard also entered into an operating agreement 
under which the Standard Oil Company of California became operator of the 
joint properties of Navy and Standard in Naval Petroleum Reserve No. 1. The 
unit plan contract operated to place general control over production from the 
reserve in the Secretary of the Navy. As as inducement to Standard to enter into 
the unit plan contract, Standard was authorized by the terms of the contract to 
take production from the reserve during a stated time period, known in the con- 
tract as the primary period. This period was extended by the amendatory and 
supplemental agreement of December 22, 1948. The primary period has now 
expired and ‘ae Navy is currently receiving approximately eight-ninths of the 
production from Naval Petroelum Reserve No. 1 under the provisions of the 
“eatchup” clause of the unit plan contract. Under the provisions of law (10 
U. S. C. 7480), the Secretary of the Navy is required to use, store, sell or ex- 
change for other petroleum or refined products the oil and gas products pro- 
duced from lands in Naval Petroleum Reserve No. 1. Furthermore, this section 
requires that each sale of petroleum, gas, or other hydrocarbons shall be made 
by the Secretary at public sale to the highest qualified bidder at such time, in 
such amounts, and after such advertising as the Secretary considers proper. Be- 
cause the Navy does not have facilities for refining the oil and storage space is 
inadequate, it has been the practice of the Navy to dispose of all the oil pro- 
duced from Naval Petroelum Reserve No. 1 for the account of Navy at a public 
sale. 

II. PREVIOUS DISPOSITIONS OF OIL FROM THE SHALLOW OIL ZONE 


1. In accordance with the requirements of the statute relating to sale of oil 
from the reserves, the Navy determined that an auction-type sale was required 
to dispose of oil produced from Naval Petroleum Reserve No. 1. Accordingly, 
the Navy developed a notice of sale and invitation for bids for the purchase of 
oil from the reserve which called for bids by all interested parties on the basis 
of a defined market price. The initial bid of each bidder was to be submitted in a 
sealed envelope and was to be opened by the Navy at a designated time and 
place. After the opening of the sealed bids, the floor would then be opened to 
bidding, and each bidder would be invited to bid a bonus in addition to the 
stated market price. 

2. In 1954, when the Navy advertised for bids for the purchase of shallow oil 
zone crude, no bids were received. As a result, the Navy was confronted with 
the necessity for closing in the shallow oil zone of Naval Petroleum Reserve No. 1. 
However, pursuant to a second invitation for bids, the Standard Oil Company of 
California submitted a bid at market price for Navy’s share of the oil being 
produced from the shallow oil zone. A contract was awarded to Standard by the 
Secretary of the Navy and the Navy proceeded, according to the statute, to hold 
consultations with the Armed Services Committees of the Congress. After such 
consultation was accomplished, the Navy then forwarded the proposed contract 
to the Attorney General of the United States for his review prior to Presidential 
approval. At this point, the Attorney General interposed objections to the award 
to the Standard Oil Company of California in view of the fact that that company 
was a leading defendant in an antitrust suit filed by the Department of Justice 
against seven major west coast oil companies. The Attorney General was 
advised by the Navy that rejection of Standard’s bid would force the closing in 
of the shallow oil zone and would furnish a cause of action to the Standard Oil 
Company of California, as joint owner of the field, for breach of the unit plan 
contract and injury to the reservoir. The Attorney General finally agreed that the 
award to Standard should be confirmed, but he insisted that a termination clause 
which would allow the Government to cancel the contract after 18 months be added 
to the provisions of the proposed contract. The termination clause was added so 
that the Government could cancel the contract in the event the antitrust suit 
filed by the Department of Justice came to trial. The addition of the termination 
clause required further consultation with the Armed Services Committees of the 
Congress. This consultation was accomplished and, after the addition of the 
termination clause, the Attorney General recommended that the President 
approve the contract. This action was taken and oil was sold to the Standard 
Oil Company of California under this contract until July 8, 1957. 
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Ill. ACQUISITION OF PRESENT CONTRACTS FOR THE PURCHASE OF SHALLOW OIL ZONE 
CRUDE 


1. In view of the forthcoming expiration of the contract with Standard, the 
Navy began work early in November of 1956, preparatory to the issuance of an 
invitation for bids for the purchase of oil available for sale after July 8, 1957. It 
was anticiuated that approximately 16,000 barrels of oil would be produced 
daily from the shallow oil zone of Naval Petroleum Reserve No. 1 to carry out 
a remedial program authorized by the Armed Services Committees of the Congress 
in 1953. The production of this oil was necessary to prevent water encroachment 
from the north, oil migration to the south, and to maintain the reserve in a 
state of readiness. 

2. The Navy issued a notice of sale and an invitation for bids for the purchase 
of the shallow oil zone crude oil and a public sale was held on February 5, 1957, 
at the Office of the Inspector, Naval Petroleum Reserves in California. The oil 
was (divided into four lots for purposes of the sale. Lot 1 was 10 percent of the 
total quantity of oil available for sale by the Navy from the shallow oil zone from 
July 8, 1957, to July 8, 1962, or approximately 1,600 barrels a day; lot 2 was 
15 percent of the total or approximately 2,400 barrels a day; lot 3 was 25 percent 
or approximately 4,000 barrels a day; and lot 4 was 50 percent or approximately 
8,000 barrels a day. The oil was divided into lots at the suggestion of Mr. 
George T. Goggin, executive vice president of the Douglas Oil Company of Cali- 
fornia and the Independent Refiners’ Association of California, Inc., in order to 
provide a greater opportunity for the smaller companies to bid on the oil. Bids 
were invited on each of the four lots and also on the entire offering of approxi- 
mately 16,000 barrels a day. At the sale, the Rothschild Oil Co. bid a 14-cent- 
per-barrel bonus above market price for lots 1 and 2; Mohawk Petroleum Corp. bid 
a 10-cent-per-barrel bonus on lot 3; and Douglas Oil Company of California bid 
a 12%4-cent-per-barrel bonus on lot 4. The Standard Oil Company of California 
bid a 124-cent-per-barrel bonus on the entire offering. The average of the bids of 
the three independents equalled the bid of the Standard Oil Co. and auction 
sale ended in a tie. The Navy reserved the right to take the bids under con- 
sideration and to make an award within 60 days of the date of the sale. 


IV. AWARD OF CONTRACTS TO THE INDEPENDENTS 


1. The Office of the Naval Petroleum Reserves, which administers the naval 
petroleum reserve system, took the bids under consideration and made an ex- 
tensive study of the facts and circumstances pertinent to the ability of each of 
the bidders to comply with the terms of the proposed contract. This study was 
based on the financial responsibility of each of the bidders as demonstrated in 
the financial statements attached to their bids, the ability of each of the bidders 
to take delivery of the oil produced from the shallow oil zone, the ability of 
each of the bidders to convert the crude oil from Naval Petroleum Reserve No. 1 
into products required for military use, and various other business and adminis- 
trative considerations. 

2. In the meantime, the independents became concerned over the possibility 
that the oil might be sold to the Standard Oil Co., and they contacted various 
Government sources asking that these sources recommend to the Department of 
the Navy that the award be made to the independent oil companies. A letter was 
received on March 23, 1957, from Senator Joseph C. O’Mahoney, of Wyoming, in 
which the policy of the Congress with regard to small business and the antitrust 
implications of an award to Standard were discussed. This letter strongly indi- 
cated the belief that it would be in the public interest to award the contracts to 
the independents. Also, in a conference with the Assistant Attorney General, 
Antitrust, representatives of the Navy were informed that the view of the Depart- 
ment of Justice was that the Government policy of aiding small business and the 
antitrust considerations involved indicated that the award should be made to 
the independents. 

3. On the basis of these statements from the Congress and the Department of 
Justice, an award was made to the independents. Accordingly, contracts were 
entered into with the Douglas Oil Company of California, Mohawk Petroleum 
Corp., and the Rothschild Oil Co. for the purchase of the crude oil produced for 
the account of Navy from the shallow oil zone of Naval Petroleum Reserve No. 1. 
These contracts were signed by the respective companies on April 10, 1957, and 
took effect on July 8, 1957. 








18 MODIFICATION OF NAVAL PETROLEUM CONTRACTS 


V. DEFAULT OF THE DOUGLAS OIL COMPANY OF CALIFORNIA 


1. In a letter dated November 8, 1957, and a telegram dated November 19, 1957, 
the Douglas Oil Company of California requested that the Government consider 
the termination without consideration of the oil purchase contract entered into 
between the United States of America and the company on April 10, 1957. The 
letter requested that the contract be terminated under the extraordinary powers 
vested in the Secretary of the Navy by title II of the First War Powers Act. 
The telegram advised the Navy that Douglas Oil Co. would be unable to accept 
further deliveries of crude oil under the contract after November 20, 1957, and 
requested that the contract be terminated pursuant to article 6 (d) thereof. 
The basis for the request of the Douglas Oil Co. for termination, both under the 
First War Powers Act and the contract, was that the economic situation on the 
west coast had changed drastically since the contract became effective. The com- 
pany submitted that this change of conditions was due to the shortage of oil 
which existed on the west coast during the closing of the Suez Canal and the 
current oversupply of oil on the west coast which was brought about by resolution 
of the Suez situation, the decreased tanker rates, and the resultant availability 
of cheaply produced foreign crudes to refiners in the United States. By telegram 
of November 20, 1957, and a letter dated November 21, 1957, the Secretary of the 
Navy advised the Douglas Oil Company of California that the Navy could not 
agree to termination of the contract without consideration. The communications 
stated that it was impossible under the circumstances of the case for the Navy 
to make a finding, as required by the First War Powers Act, that termination 
of the contract without consideration would facilitate the national defense. Fur- 
thermore, the company was advised that termination under article VI (d) of 
the contract, which states certain excuses for nonperformance of the contract by 
the purchaser, was impossible inasmuch as the Navy considered the provision 
inapplicable to the conditions presented by Douglas. Accordingly, the Navy 
stated that Douglas was expected to take delivery of the crude oil in accordance 
with the contract and that a refusal to do so would be considered a breach 
necessitating appropriate legal action. 

2. At 6 a. m. on November 21, 1957, the Douglas Oil Company of California 
failed to take delivery of the crude oil tendered by Navy under subject contract, 
and this failure was considered by the Navy to constitute a violation of articles 
I and II of the contract. Therefore, on November 22, 1957, the Inspector, Naval 
Petroleum Reserves in California, notified the Douglas Oil Co. of the 
default and requested that the company comply with the terms of the contract 
within 10 days. At the request of the Douglas Oil Co., the period for 
compliance was extended to 6 p. m. (Pacific Standard time), December 12, 
1957, by the Under Secretary of the Navy. 

3. This default by Douglas placed the Navy in an extremely difficult position. 
Approximately 7,000 barrels a day of oil were being delivered to Douglas under 
the contract. This amount represented 50 percent of the Navy’s share of the 
oil currently being produced for remedial and test purposes at Naval Petro- 
leum Reserve No. 1. Because the production is largely remedial in nature and 
is necessary for the protection of the field, it is impossible to shut in the pro- 
duction to any great degree. To do so might subject the Government to a suit 
by the Standard Oil Company of California, joint owner of the field, for damage 
to the reservoir and breach of the unit plan contract. Furthermore, storage 
facilities on the west coast, and particularly in the area of the reserve, are 
limited. After considerable difficulty, the Navy succeeded in acquiring storage 
space for the Douglas oil until approximately January 5, 1958. Therefore, in 
view of the prospective breach the Navy was forced to take steps to dispose 
of the oil. Accordingly, the Navy advertised for bids for the purchase of the 
oil previously sold to the Douglas Oil Company of California on November 25, 
1957. Under the terms of this invitation, the bids were to be opened at 11 a. m. 
(Pacific standard time), December 10, 1957. No bids were received for the 
purchase of this oil. 

4. Shortly before the expiration of the extension of time granted to the Douglas 
Oil Company of California by the Under Secretary of the Navy, the Douglas 
Oil Co. advised the Navy that it desired to cure the default and that it 
would accept delivery of the shallow oil zone crude produced for the account 
of Douglas beginning at 5 p. m. (Pacific standard time), December 12, 1957. 
By telegram of December 14, 1957, the Navy advised Douglas Oil Co. that, 
in order to cure the default, the following action would be required of the 
Douglas Oil Company of California: (a) Accept delivery of the oil produced 
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for the account of Douglas and stored by Navy since 6 a. m. (Pacific standard 
time), November 21, 1957, and make payment therefor at the contract price 
upon billing by Navy; (b) resume acceptance of crude oil produced for the ac- 
count of Douglas at 5 p. m. (Pacific standard time) on December 12, 1957, and 
make payment therefor in accordance with the contract; (c) reimburse Navy 
upon demand for all costs and damages incurred by Navy as a result of the 
failure of Douglas to take delivery of the oil, as required by the contract, during 
the period November 21, 1957, to December 12, 1957. In addition, the Navy 
agreed, at the request of the company, to arrange for storage of Douglas’ share 
of production until 6 a. m. (Pacific standard time), January 2, 1958, provided 
that Douglas would assume all the costs connected with this storage. The 
telegram stated that Douglas must agree to arrange other delivery methods 
by January 2, 1958, and to remove all the oil from storage within a reasonable 
time. Douglas was requested to notify Navy by telegram and letter of its 
acceptance of the conditions listed above. By telegram of December 18, 1957, 
the Douglas Oil Company of California replied to the Navy’s telegram and 
accepted the terms and conditions set forth by the Navy. This action, if carried 
out by Douglas, is considered sufficient to cure the current breach. 

5. By letters of November 19, 1957, and November 20, 1957, the Mohawk Petro- 
leum Corp. and the Rothschild Oil Co., respectively, requested that the Secretary 
of the Navy terminate without consideration the oil purchase contracts between 
their companies and the Government. Both of these companies were notified that 
there was no legal basis for termination of their contracts and that they would be 
expected to comply with all the provisions of their contracts. Both of these com- 
panies have continued to take the oil and make payment in accordance with the 
terms of their contracts. 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, March 24, 1958. 
INDEPENDENT REFINERS’ ASSOCIATION OF CALIFORNIA, INC., 
Suite 222, Statler Center, 
900 Wilshire Boulevard, Los Angeles, Calif. 

GENTLEMEN : Reference is made to your letter dated December 18, 1957, and 
subsequent correspondence, requesting relief for three association members, 
Douglas Oil Company of California, Mohawk Petroleum Corp., and Rothschild 
Oil Co., from their obligations under crude oil sales contracts awarded to them 
under invitation 20, dated January 16, 1957. 

In 1956, the independent refiners of California were allegedly in desperate 
need of crude oil. As a result, officials of the Department of the Navy were 
contacted with the view to acquiring from the Government the crude oil pro- 
duced from the shallow oil zone at the Elk Hills Naval Petroleum Reserve No. 1. 
Since none of the independents had sufficient capacity to take the total production, 
it was suggested to the department officials that the production be split into four 
lots. 

Invitation 20, dated January 16, 1957, which solicited bids for the purchase of 
the shallow zone crude oil produced at Elk Hills, insofar as pertinent, provided: 

“3. The public sale will take place in the Office of the Inspector, Naval Petro- 
leum Reserves in California, Naval Petroleum Reserve No. 1, Kern County, Calif., 
at 11 a. m. (Pacific standard time) on February 5, 1957. The Secretary of the 
Navy will receive sealed bids and statements describing the bidders’ qualifica- 
tions * * *,. The bids and statements will be publicly opened and read aloud at 
said time and place * * *. A bidder who has complied with the provisions of the 
invitation for bids may forthwith, after all bids have been read, increase the bid 
price or prices, and such increase or increases shall be immediately incorporated 
in his bid by written amendment thereto signed by the bidder. No change will be 
permitted which will have the effect of lowering any price bid. 

“4. (a) The CRUDE OIL offered for sale consists of four (4) separate lots 
comprising together all such CRUDE OIL available for sale by NAVY from said 
Shallow Oil Zone * * *. 

“(b) (1) Lot No. 1 shall consist of ten per centum (10%) of the total CRUDE 
OIL available for saleby NAVY * * *, 

(2) Lot No. 2 shall consist of fifteen per centum (15%) of the total CRUDE 
OIL available for sale by NAVY * * *. 

“(3) Lot No. 3 shall consist of twenty-five per centum (25%) of the total 
CRUDE OIL available for sale by NAVY * * *, 
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“(4) Lot No. 4 shall consist of fifty per centum (50%) of the total CRUDE 
OIL available for sale by NAVY * * *. 

“(c) Bids may be submitted on any one or more of lots Nos. 1, 2, 3, and 4 
above or on the entire offering. 


* * * * * - * 
“5. 
* * * 7 ~ * * 


“(b) * * * A separate bid, together with a separate statement and bid de- 
posit, must be submitted for each lot bid up * * *. 

“(c) Bids must be based on the market price or prices. In addition thereto, 
bidders are invited to offer a bonus on a cent per barrel basis. 

“(d) The term ‘market price’ means the average price per barrel of all the 
prices which are regularly posted or published by the principal purchasers posting 
or publishing prices for CRUDE OIL * * *, 


* * * * * * * 


“9. Each bid for each lot shall be accompanied by a separate bid deposit 
* * * in the amount of twenty-five hundred dollars ($2,500) * * *.” 

On February 5, 1957, pursuant to the terms of the subject invitation, bids 
were opened publicly and read aloud. Then the floor was opened to an auction- 
type proceeding wherein the bidders were permitted to increase their initial bid 
prices. Immediately after the conclusion of the sale, each bidder was required 
to amend its bid to enter the last price it bid. The bidding ended in a tie in that 
the average of the bids of Rothschild Oil Co. on lot Nos. 1 and 2, Mohawk Petro- 
leum Corp. on lot No. 3, and Douglas Oil Co. on lot No. 4 equaled the bid of 
Standard Oil Co. on the entire offering. The Department of the Navy reserved 
the right to take the bids under consideration and to make an award within 60 
days of the date of bidding. 

The independents were concerned over the possibility that the oil might not be 
sold to them. They requested various Government sources to recommend to the 
Department of the Navy that the award be made to them. Because, among other 
things, it was considered in the public interest to aid small business, the contracts 
were awarded to the subject independents, subject to further governmental 
approval. 

Pursuant to title 10, United States Code, section 7431, the Committees on 
Armed Services of the Senate and the House of Representatives were consulted. 
The committees approved the award. A copy of the notice of sale, the invitation 
for bids, the minutes of sale, and the contracts were forwarded to the Attorney 
General. He was requested to pass upon the legality of the contracts. The 
Acting Attorney General responded that the contracts were authorized by law. 
On May 6, 1957, the President approved the contracts, which took effect as of 
July 8, 1957. 

Shortly after the contracts were executed, the Suez situation was resolved 
and an oversupply of cheaply produced foreign crude oil allegedly flooded the 
United States oil market with a drastic resultant change in the crude oil situa- 
tion in California. In November 1957, Douglas Oil Co. requested the Secretary of 
the Navy to terminate its contract under the extraordinary powers vested in 
him under title II of the First War Powers Act or under contract article VI (d), 
which provides for termination without liability for default due to causes 
beyond the control and without the fault or negligence of the contractor. Douglas 
Oil Co. was advised that the contract could net be terminated without con- 
sideration. Douglas Oil Co. then defaulted in its performance. Mohawk Petro- 
leum Corp. and Rothschild Oil Co. also requested the termination of their con- 
tracts without consideration. They were notified that there was no legal basis 
for termination. Both continued to perform in accordance with the terms of 
the contract. 

Now in your request for relief for the subject purchasers, you contend that 
the contracts are void, because (1) after the sealed bids were opened, the sale 
was conducted like an auction; (2) the bid of Standard Oil Co. for the entire 
offering was not prescribed in the invitation for bids; (3) the bid of Union Oil 
Co. was interpreted as market price plus 1 cent per barrel bonus; and (4) each 
oral bid made prior to the final oral bid was not incorporated by written 
amendment into the original bid. In the alternative, you propose that, in the 
interest of national defense, the subject contracts be modified retroactive to July 
8, 1957, to eliminate the bonuses. 
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The Secretary of the Navy is authorized to sell “at public sale” the crude 
oil produced from the Naval Petroleum Reserve No. 1 (10 U. 8S. C. 7430 (b)). 
An auction by oral bidding constitutes a “public sale.” The seller at auction 
can set the ground rules for the auction. Section 3 of the sales invitation con- 
templated that bids might be increased after the sealed bids were opened and 
read. Therefore, prospective purchasers were aware that the sealed bid prices 
might not be the final bid prices. Accordingly, in this instance, the sealed bid 
laa and the auction bid procedure were not mutually exclusive of each 
other. 

In regard to the bid of Standard Oil Co., your principal ground of complaint 
is that the company submitted an original bid for the entire quantity and 
during the auction proceedings, the company would either equal or better the 
average of the bids made by the independents on the various lots. However, 
section 4 (c) of the invitation specifically authorized bids in 1 or more of the 
4 individual lots “or on the entire offering.” Accordingly, the bids of Stand- 
ard Oil Co. for the entire quantity were responsive to the invitation. 

A bid on the entire offering constitutes an “all or none” bid. In 35 Comptroller 
General 383, 385, we said: 

“* * * Tt has always been held that ‘all or none’ bids submitted in response 
to invitation for bids for definite quantities are for consideration even if there 
is no provision therefor in the invitation for bids. See B—124981, dated August 
18, 1955; B-66858, dated June 16, 1947; and A-97645, dated April 6, 19389. * * *” 

Therefore, unless the invitation had expressly prohibited bids on an “all or 
none” basis, the Standard Oil Co. bid would have been for consideration in any 
event. 

In regard to the bid of Union Oil Co., you contend that it was improper for 
the Navy officials conducting the sale to establish the market price for the 
crude oil at $2,91 by averaging the market prices of the principal purchasers 
posting or publishing prices for a sample gravity of oil selected by the Navy 
officials and to interpret the company’s posted price of $2.92 for the same gravity 
as a bid of market price plus a 1-cent bonus. However, the seller at auction has 
the privilege of fixing the minimum price below which no sale shall be made. 
Section 5 (c) of the invitation required that the bids be based at market price, 
at least. Union Oil Co. responded with a sealed bid of market price or its 
posted price, whichever was higher. That bid met the minimum requirement. 
The invitation permitted the bidders to increase their bids after opening; there- 
fore, even if it were determined that the bonus was established too high, as con- 
tended, Union did not object and its silence could be interpreted as consent to 
the increase over the market price bid. In any event, that bid was superseded 
by higher bids during the course of the auction. 

In regard to your fourth contention, it is reported administratively that in 
section 3 of the invitation the words “increase or increases” were intended to 
refer to instances in which a bidder might increase his bid by a succession of 
intermediate increases on more than one lot and it seems clear that the said 
section is subject to the interpretation that only the last bid of each bidder was 
required to be incorporated by written amendment to the original bid. 

In support of your request for modification, you contend that Douglas Oil 
Co. will have to be terminated for default and, if it is, the Department of the 
Navy, because of no ready oil market, as evidenced by a recent unsuccessful 
solicitation by the Department for purchasers at market price and unsuccessful 
attempts by the company to sell at less than market, will be forced to “shut in” 
production at the Elk Hills Reserve, with the result that the oil in the shallow 
oil zone will be destroyed by the encroachment of salt water. Therefore, you 
state that it would be in the interest of national defense to keep the wells in 
operation and in the public interest to modify the contracts. Your proposal 
was referred to the Department of the Navy, which responded by letter dated 
February 27, 1958, as follows: 

“It is true that the initial solicitation for bids by the Navy Department, which 
was restricted to minimum bids of market price, was not successful. As a mat- 
ter of policy, it was considered desirable to endeavor to dispose of the oil initially 
at a price not below the market price in the area. In addition the effort to 
dispose of the oil at market price or above was made in order to mitigate as 
far as possible the damages suffered by the United States as a result of the 
prospective default of the Douglas Oil Company of California. The United 
States is, however, under no legal obligation to restrict its market to those com- 
panies willing to bid ator above the market price. Petroleum is a commodity 
for which there is a continuing and huge demand, and there is no doubt that 
the shallow oil zone crude can be disposed of by offering it at a price attractive 
to potential purchasers. 
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“In addition to the incontestable legal right of the United States to keep 
the wells in operation and thereby avoid damage to the reservoir, there is an 
additional course of action available under title 10, United States Code, section 
7430. In this section, the Congress has conferred upon the Department of the 
Navy statutory authority to dispose of production from the naval petroleum 
reserves by exchange. This could take the form of an exchange of shallow zone 
crude oil for other crude oil or refined products. 

“Thus, there are several avenues open to the Department of the Navy which 
can prevent the closing in of the shallow oil zone. These possible courses of 
action are now under intensive consideration by the Department of the Navy. 

“Tt is the opinion of the Department of the Navy that the contention of the 
three independent refiners that the Navy will be forced to shut in production 
at Naval Petroleum Reserve No. 1 unless the present contracts are modified is 
contrary to the facts of the actual situation. Accordingly, there is no sufficient 
basis for a determination that it would facilitate the national defense to sur- 
render gratuitously the contractual rights of the United States concerned in this 
matter.” 

This being the case and since action under title II of the First War Powers 
Act must be based upon a determination by the head of the contracting agency 


concerned that it will facilitate the national defense, the special authority con- 
ferred by that act to amend contracts without consideration properly may not be 
applied here. Rather, there would appear to be for application the general rule 


that officers of the Government have no authority to amend or to modify existing 
contracts unless a compensating benefit or consideration results to the United 


States. See J. J. Preis ¢ Co. v. United States (58 C. Cls. 81, 87) and Vulcanite 
Cement Co. v. United States (74 C. Cls 692, 705). It is a well-established rule 
of law also that supervening events or unforeseen causes which render con- 


tract performance more burdensome or less profitable, or even occasion a loss, 
are not sufficient to excuse performance or to entitle a contractor to an adjust- 


ment in the contract price. See Chouteau v. United States (95 U.S. 61, 68), and 
Day v. United States (245 U.S. 159, 161). 
The application of these rules requires the conclusion that the independents 
legally may not be relieved from their obligations under their contracts. 
Very truly yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 

Mr. Gocetn. May I make one comment, please, Senator ? 

Senator Symineron. Certainly. 

Mr. Gocetn. Talking about the bid procedure, sir, let me state 
this as a matter of fact: Standard Oil Co., General Petroleum, Union 
Oil Co., and Texas fix what is called the posted or market price. To 
show the disadvantage that an independent has in this type of auction 
bidding is that the major oil company that posts these prices can either 
reduce or increase that posting at will, which affects the price then 
that that major would pay to the Government where the independent 
is entirely at the mercy of the major oil company with respect to that 
posted price. 

In other words, if Standard Oil paid $2.92 for this oil, the next 
day it could reduce that price arbitrarily to $2.50, which has been 
done, and it was done about 2 weeks ago. 

Senator Symineton. Your point being? 

Mr. Gocern. My point being this, sir: That this type of an auction 
is absolutely detrimental to the best interests of the country so far as 
small business is concerned. 

The only way that I believe that it should be proceeded on is by 
invitation on sealed bids where the majors would not have that brutal 
advantage over an independent where they can, with their resources, 
and under these circumstances, outbid an independent. 

Senator Symineton. You bid, we will say, $2.50. Then somebody 
else bids $3. Then somebody else bids $3.50, is that right ? 
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Mr. Goeern. That is not right, sir. : 
Senator Symineron. You said it is an auction. Is it an auction? 
Mr. Gocetn. Only so far as the bonus is concerned. 

Senator Symineton. That is what we are talking about; are we not? 

Mr. Goaatn. No, the price is fixed, the market price is fixed, by the 
majors. 

Senator Symineron. Right. 

Mr. Goeatn. That is $2.90. 

Senator Symineron. Then you go in and bid for Navy oil? 

Mr. Gocarn. You bid 5 cents or 10 cents. 

Senator Symineron. Whatever you bid you bid. 

Mr. Gogern. That is right. 

Senator Symineron. Above the market price. 

Mr. Goeern. That is right. 

Senator Symineron. In order to get the Navy oil. 

Mr. Goearn. That is correct. 

Senator Symineron. And say you bid 10 cents above the market 
price. 

Mr. Gocern. Right. , 

Senator Symrneron. And they bid 20 cents above the market price 
and they get the oil; is that right ? 

Mr. Gocern. Right. 

Senator Symineton. And the Navy gets the money. 

Mr. Goeern. That is right. 

Senator Symineron. And if you bid 30 cents above the market 
price and they do not go that high, then you get the oil. 

Mr. Gocern. Yes, sir. 

Senator Syminaron. And the Navy gets the additional amount of 
money ; is that right ? 

Mr. Gocern. That is correct. 

Senator Symineron. Now what is wrong with that? 

Mr. Gocern. The point is that that market price is fixed by the 
major oil companies. 

Senator Symineton. But you cannot help that; can you? 

Mr. Goccin. Well, I think that there should be some way of fix- 
ing it. 

Senator Symrneton. How? 

Mr. Gocern. That it should be a fixed amount. 

Senator Symrineron. How can you tell the Standard Oil Co. what 
they should charge for oil ? 

I am completely in sympathy with small business, don’t misunder- 
stand me, but if they fix the price and can do it without violation of 
the antitrust laws, how can you prevent it under our system ? 

Mr. Gocatn. Of course, that is one of the allegations that the De- 
partment of Justice is alleging, that it is a monopoly and it is in viola- 
tion of the antitrust laws. 

Senator Symrneron. Where is the price fixed? Geographically 
where is it fixed ? 

Mr. Goeern. In Standard Oil Co.’s office. 

Senator Symrneron. But there are other big companies besides 
Standard Oil. 

Mr. Gocarn. Yes, but they are the leader. 

Senator Symrvetron. What do you mean they are the leaders? 
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Mr. Gocern. They originally increase it. 

Senator Symineton. | just want to be sure. 

Mr. Gogern. Yes, sir. 

Senator Symmneton. The Standard Oil Co. has an office. Where 
is the office ? 

Mr. Goeern. On Bush Street in San Francisco. 

Senator Symrneron. Right, and do they tell the Union Oil Co. and 
the Texaco Co., for example, to come and see them? Is that the way 
they do it? 

Mr. Gocern. No, sir. 

Senator Symineton. How do they do it then if they are going to 
fix the price for the other big oil companies ? 

Mr. Gocern. They issue a schedule increasing or decreasing the 
price of gravity oil that they will pay for Elk Hills crude. 

Senator Symineton. And how often do they issue that, once a 
year, once a month? 

Mr. Gocern. Well, sometimes they do it 2 or 3 times a year, some- 
times once a year. 

Senator Symrnoton. And do the other oil companies immediately 
accede to their price ? 

Mr. Goeern. The record will show that since 1955 up until June of 
1958 they have. 

Senator Symineton. In each case they have followed the Standard 
Oil price fix, is that right ? 

Mr. Gocern. I havea record here that shows this. 

‘ Senator Symrneton. I am only asking you. I do not know the 
acts. 

Mr. Gocern. There might be 1 or 2 exceptions, but ordinarily 
Standard fixes the price first. 

Senator Symineron. Now just to clear me up from the standpoint 
of the business transaction aspect of it, if you had sealed bids, how 
would that change the situation ? 

Mr. Gocern. Well, for instance, the major oil companies have 
never bid historically over their own posted price, so I would assume 
that they would bid their market price. 

Senator Symineton. But you bid over their own posted price and 
that is why you are in this difficulty at this time, isn’t it ? 

Mr. Gocein. We bid eight-tenths of 1 cent bonus, originally. 

Senator Symineton. But you bid higher to get the oil, didn’t you? 

Mr. Gogetn. Oh, yes. 

Senator Symineton. Then why would a sealed bid make it a dif- 
ferent situation as against what actually took place? 

Mr. Gocern. At the time that we calculated, sir, why we could have 
probably gotten the oil at eight-tenths of 1 cent bonus. 

Senator Symrneron. Yes? 

Mr. Gogern. But they came in, talking about the disadvantage— 
we bid on 50 percent of the production. 

Senator Symineron. Yes. 

Mr. Gocern. Now Standard Oil did not bid against us. Mohawk 
bid on 25 percent of the production. 

Senator Symineron. If you have a sealed bid procedure and you 
bid a price which you feel is the right price to get the oil, and that 
price gets you the oil, or doesn’t get you the oil, how does that differ 
from what would happen if, instead, you have an auction on the oil? 
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Mr. Goaetn. Well, the auction means that the man with the most 
chips is going to get the oil. 

Senator Symineton. But you got the oil and you haven’t got the 
most chips. 

Mr. Goaern. We only got it through perhaps as Captain Miller said, 
through the intervention of the Department of Justice and probably 
the good office of Senator O’Mahoney. 

Senator Symineton. But you bid the highest, didn’t you? 

Mr. Gocein. No; we did not. 

Captain Miter. A tie bid, sir. 

Senator Symineron. I see now. 

Mr. Gocern. The bid was in an unorthodox manner. 

Senator Symineton. Did you bid a lower price than the big oil 
companies and still get the business ? 

Captain Mituer. They bid exactly the price that Standard bid; 
1214 average of their bids was the same as the bid of Standard. 

Senator Symineton. I understand now. 

Mr. Goaetn. May I just make this one point ? 

: Senator Symineron. How would that change if you had a sealed 
id ¢ 

Mr. Gocetn. There would be no auction, sir. 

Senator Symincron. But you got the business even though your 
price was not the highest at the auction ? 

Mr. Gocetn. Yes, but 

Senator Symineton. Would you get the bid even though your price 
was not the highest of the sealed bids ? 

Mr. Goearn. I beg your pardon ¢ 

Senator SyMINcTON. Would you get the business even though your 
price was not the highest of the sealed bids ? 

Mr. Gocern. Mohawk, for instance, bid 10 cents. 

Senator Symineton. Is Mohawk a little company or a big company ? 

Mr. Gocetn. A very small company. 

Senator Symineron. A very small company. 

Would they get the business under the sealed bid if their price were 
lower or the same as that of the big companies ? 

Mr. Gocern. Well, of course the way the invitation was, it is pretty 
much at the discretion of the Secretary. 

Senator Symrneron. How could the Secretary give the business to 
a company that did not bid the highest price ? 

Mr. Goaarn. He reserves that under the terms of his invitation to 
bid whether you are high or low, why he reserves the granting of 
the contract. 

Senator Symineron. Senator Smith. 

Senator Smirn. I have no questions. 

Senator Symineron. Thank you very much, Mr. Goggin. 

Mr. Gocetn. Thank you, Senator. 

Captain Mititer. May I make one point before we conclude, sir, 
and that is the establishment of market price which Mr. Goggin has 
been talking about. 

In the invitation for bids it is very clearly stated in a very short 
paragraph: 





The term “market price” means the average price per parrel of all the prices 
which are regularly posted or published by the principal purchasers posting or 
publishing prices for crude oil of equal API gravity from the shallow oil zone of 
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the Elk Hills field and from the Buena Vista Hills, Midway, Sunset, Lakeview 
area, and San Diego fields in the San Joaquin Valley of California. 


The reason for all those fields is that cne company, Standard, who 
sets it at Elk Hills, could not vary the price if it did get the contract. 
It would have to take the average of alli other fields in which other 
majors post prices. 

nator Symineron. Thank you very much, gentlemen, and if any 
of you have any further comments that you would like to make or if 
there is any representative of Senator O’Mahoney or Senator Kuchel 
here that would like to place anything in the record, we would be very 
glad to have them do that. 

We will place in the record at this point a letter dated August 1, 
1958, from P R. Long of the Mohawk Petroleum Corp. 

(The letter referred to is as follows :) 


Aveust 1, 1958. 
Hon. RicHarp B. RvuSSELL, 
Chairman of the Committee on Armed Services, 
United States Senate, Washington, D. C.: 


In the early part of 1957 there was an acute shortage of crude oil in district 5, 
which is composed of the States west of the Rocky Mountains, primarily the 
Pacific coast. The principal cause of this acute shortage was the closing of the 
Suez Canal. 

The independent California refiner produces less than 3 percent of the crude 
oil that he runs through his refinery. He must buy his crude from any source 
available. With the imports cut back by the Suez Canal closing and a high 
rate for transportation, the independents were put in a position of bidding a 
bonus for the Navy crude oil at Elk Hills. A major producer and refiner 
forced this bidding to an average of 12%4 cents per barrel bonus. While on the 
subject of Government crude, it is hard to understand that an independent has 
the right to buy the Interior Department’s crude at market but must be the high 
bidder on the naval reserve crude. 

The inventories on the Pacific coast at the time these bids were made were 
low. After the Suez Canal situation was cleared up, huge amounts of crude oil 
and refined products were shipped into the United States. Most of this produc- 
tion was shipped to the east coast. 

In the fall of 1957, a voluntary curtailment program for imports was put 
through for districts 1, 2, 3, and 4, leaving the Pacific coast free to import any 
amount it wanted to. What actually happened was that instead of cutting off 
imports in districts 1, 2, 3, and 4, the crude oil was diverted into district 5. 
Our inventories increased at the rate of 90,000 barrels per day for the whole 
year of 1957. 

In the latter part of 1957, the first steps were taken to correct this. Voluntary 
quotas were given district 5 in January 1958, but the large inventories on hand 
forced prices to where all independents were taking a loss. 

To try to quote the gasoline and other product prices in California would be 
almost impossible, as different parts of the State have different prices. One 
situation that we are all familiar with is the prices paid by the United States 
Government through its procurement agency, MPSA. The unprecedented price 
deterioration which occurred between July 1957 and April 1958—during which 
period the price of crude oil remained unchanged—is illustrated by the following 
low bids accepted by MPSA in California : 





November-| January 





Product April 1957 | July 1957 | December 1958 April 1958 
1957 
etalk ateaeri natn taney saved a $0. 104 | = $0. 0824 |_......- ‘ 
DEES. S.occs scaewck cs ce tae do $0. 0957 |. ---- MEE Toecsudacas $0. 0743 
itunes ing sioeil per barrel. - ro) |----------- | AEs i bnenpncad asa 1.79 
ee POP. Ao recuccccncelsccecn =i ‘ madamsnine . 097 


1 Negotiated. 
Note.—Domestic prices in California were proportionately off about the same. 
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We have made a study of the different crudes that we could use in our refinery 
at Bakersfield. The prices that I have used for crude are the California prices 
without bonus. The prices that I have used for the different products, including 
gasoline, stove, diesel, burner oil, fuel oil, and top crude are more than the Goy- 
ernment agency is paying for these commodities. The processing cost does not 
include sales expense or any other overhead. 

During this period imported crude oil was available at prices far below the Cali- 
fornia postings. But the independents that had bought Elk Hills crude could not 
take advantage of these prices and consequently were forced to take huge losses. 

Our company has taken severe losses and will continue taking losses on crude 
oil purchased at market price, and naturally we will have larger losses where we 
are paying a bonus. 

Sincerely, 

MoHAWK PETROLEUM CoRP., 
By F. R. Lone. 

Senator Symrneron. Thank you. 

as at 10: 20 a. m., the subcommittee Ree) 

(The following letter from Hon. Joseph C. O’Mahoney, United 
States Senator from the State of Wyoming, was received subsequent 
to the hearing :) 

UNITED STATES SENATE, 
Washington, D. C., August 18, 1958. 
Hon. Stuart SYMINGTON, 
Chairman, Petroleum Subcommittee, Senate Armed Service Committee, 
Senate Office Building, Washington, D.C. 

Dear Stu: Many thanks for your courtesy in holding open the hearing on 
S. 3605 until such time as I am able to place certain facts before you. Unfortun- 
ately, I could not spend the time I had hoped to before the subcommittee because 
I had three other committees that very same morning. Consequently, the oppor- 
tunity afforded me herewith to write you is most helpful. 

If this were simply a question of a private contractor who misjudged the mar- 
ket and entered into an improvident contract, I would be inclined to feel that he 
should be held accountable in accordance with the strict law of contract. How- 
ever, I feel very strongly that the circumstances in this case would justify a more 
equitable treatment of the parties and suggest the need for enactment of this 
bill. 

The hearings of_the Senate Antitrust and Monopoly Subcommittee held last 
spring on various oil problems clearly demonstrated the inequitable position of 
the independent refiner and producer in competing with major integrated oil 
companies. The closure of the Suez Canal and the disruption of the Middle 
East pipelines caused a crisis in the operation of domestic refiners which was 
particularly felt by those independent refiners who must rely upon domestic crude 
or acquire their imported petroleum through the major oil companies. Therefore, 
when the bidding for the oil under this contract began at this rather unusual auc- 
tion procedure, the independents had no alternative but to meet the premium 
prices which Standard Oil Company of California was willing to pay for the 
entire production of Elk Hills. It is my understanding that hitherto the major oil 
companies have always paid the posted price and have never paid any premiums. 
I understand that on occasions the Government has received bonuses on purchases 
by some of the independents, but I do not believe there has ever before been any- 
thing comparable to a 1244 cent premium per barrel. 

Small refiners in California without any relative sources of their own imme- 
diately found it impossible to obtain sufficient crude in the open market with 
which to carry on their business and, accordingly, sought the acquisition of the 
Government’s crude at Elk Hills. 

Douglas Oil, for instance, with only 1,900 barrels a day of its own production, 
and with a refining operation of 20,000 barrels per day, was immediately faced 
with the loss of approximately 6,500 barrels per day, or approximately 32 percent 
of its crude-oil requirements. This occurred in the following manner: 

(a) 3,000 barrels a day of Huntington Beach and Santa Marino crude 
being purchased from major oil companies was terminated because of their 
own immediate need therefor ; 

(b) 2,000 barrels a day of crude being purchased and delivered from the 
Peruvian and Ecuadorian Governments under contracts were immediately 
suspended because of the unavailability of tanker transportation; 
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(c) 1,500 barrels a day being purchased from certain independent pro- 
ducers on a “spot basis” became no longer available because of the execu- 
tion of purportedly more attractive contracts with other companies. 

In addition, Douglas Oil was threatened with further losses of its crude supply 
from (1) certain independent producers when their contracts expired unless 
modifications were made with respect to an increase in the purchase price thereof 
and (2) from major oil companies unless satisfactory arrangements could be 
made for the payment in kind on an exchange of crude basis rather than the 
payment of money therefor. 

The market situation changed drastically some time after the reopening of 
the Suez Canal and the movement of Middle East oil into the United States 
resumed. Realizing that the unchecked importation into the United States of 
imported crude was creating tremendous problems for the domestic oil industry, 
the President appointed a special Cabinet committee to study the problem and 
propose a remedy. Accordingly, a voluntary oil-import restriction program was 
established which restricted imports into the United States beginning July 1, 
1957. However, it is important to note—and I feel this is the crux of the prob- 
lem—that the import-limitation program specifically exempted the area referred 
to as district 5 and which embraces California and the rest of the west coast. In 
determining that there should be no restriction of imports into this area, the 
President’s Cabinet Advisory Committee expressed the hope that imports (prin- 
cipally to California) would not exceed an average of 275,000 barrels per day. 
I am informed that, according to the latest available figures, imports into this 
area have been running approximately 310,000 barrels per day. This influx of 
cheaply produced imported oil, which for the most part is available only to and 
is controlled by the major integrated oil companies, has greatly changed the 
market picture. It has resulted in a sharp break in the price of petroleum 
products. 

It is probably that upon the basis of these facts the Douglas Oil Co. and the 
other refiners would have a defense at law to an action brought by the Govern- 
ment for breach of contract. The situation which has given rise to the present 
change in the market position is largely attributable to the action of this Gov- 
ernment which, through a voluntary oil-import restriction program, limited im- 
ports in all sections of the United States except the area in which these com- 
panies operate. 

I feel that we have a very grave stake in preserving a healthy independent 
refining industry. In the interests of a truly competitive system, it is vital that 
we safeguard the role of the independents. I think this is particularly true in 
this case where circumstances beyond their control have largely accounted for 
their dilemma. The Government of the United States must assume some of the 
responsibility for these developments. 

It is regrettable that Captain Miller has expressed his own personal feelings 
in opposition to the bill, inasmuch as the Secretary of the Navy has definitely 
stated otherwise, as follows: 

“The Department of the Navy, in behalf of the Department of Defense, having 
set forth for consideration all factors deemed relevant to the exercise by the 
Congress of its discretion, expresses no position as to passage of the bill if 
amended to meet the administrative problem pointed out.” 

Furthermore, in answer to Captain Miller’s objection regarding the setting of 
a precedent, the Secretary of the Navy stated that, “It is recognized, however, 
that such relief, as in the present instance, would require legislation by the 
Congress with full opportunity to review the facts and circumstances relevant 
at that time.” 

With reference to Captain Miller’s statement that there has been no proof 
of loss by these companies, I am transmitting herewith a profit-and-loss statement 
of Douglas Oil Co. for the period December 1957 through June 1958. Time does 
not permit securing a similar statement from the other independents involved, 
but I am advised their losses are also substantial. 

I hope the subcommittee can report this bill to the full committee in order 
that it might be considered by the Senate before adjournment. 

With kind personal regards. 

Sincerely yours, 


Josern C. O’MAHONEY. 








=> 
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